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REceIVED

NOV 4 1999

fEDERAL COMIIJIrATIOH8 COMMISSION
0fPICE OF THE seaBARr

Re: In the Matter of MCI WorldCom Inc.'s Freedom of Information Act Request
and In the Matter of Be~1 ?tlantic's Freedom of Information Act Request,
CC Docket No. 99-11 'l'ASD File No. 99-22

In accordance with the Commission's rules, please be advised that on November 3,
1999, Greg Vogt and the undersigned, representing SBC Communications Inc.
(SBC) met with Ms. Lisa Zaina, Deputy Chief and Ms. Deena Shetler of the
Common Carrier Bureau and Mr. Andy Mulitz, Legal Branch Chief of the
Accounting Safeguards Division, to discuss the Freedom of Information Act
Requests listed above, the disclosure of information being requested and the
opposition filed by SBC with the FCC on July 9, 1999 and the Application for
Review filed on August 3, 1999.

SBC expressed concern in this meeting about the precedent the FCC might set if it
chose to release of detailed audit information to the public, particularly any auditor
work papers. First of all, the FCC has a longstanding policy of protecting the
confidentiality of materials submitted by carriers in the course of audits. And, any
release of the audit workpapers is contrary to auditing practices and standards.
Deviations from the Commission's policy have only occurred rarely, and then only
by making aggregate summary detail available because of an overriding public
interest consideration. Moreover, the disclosure of highly confidential vendor­
specific information including vendor contracts, pricing information and invoices, is
contrary to treatment afforded by this Commission of such information and, is
inappropriate, given the position concerning cost taken by the FCC in its audit
reports. ~
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Regardless, the FCC has already released a plethora of information regarding the
CPR Audits, such that MCI should already have enough material to effectively
evaluate and make comments on Issue No.2 of the NOI. However, as noted in
the Application For Review filed on August 3, 1999 by the SBC LECs, if the
Commission believes that it is necessary to release additional materials, the SBC
LECs contend that this material should be restricted to Issue No.2 (including the
removal of the materials related to the "undetailed" information). Thus, only the
"not found" items for which the SBC LECs requested rescoring would be available
for review. And, in view of the recent merger with Ameritech, the SBC LECs
further clarified their position, as follows: (1) specific cost and location should be
redacted and (2) that they be allowed a brief period of time, such as 20 working
days, to review the notebooks and other materials to be disclosed to assure that
broad disclosure, in violation of the Protective Order does not occur. A copy of
the October 12, 1999 ex parte summary was provided to participants at the
meeting and a copy is attached to this letter.

An original and one copy of this letter are being submitted. Acknowledgement
and date of receipt of this transmittal are requested. A duplicate transmittal letter
is attached for this purpose.

Sincerely,

f;~~
Jeannie Fry
Director, Federal Regulatory

Attachments

Cc: Mr. Ken Moran, Chief, Accounting Safeguards Division
Mr. Andy Mulitz, Chief, Legal Branch, Accounting Safeguards Division
Ms. Lisa Zaina, Deputy Chief, Common Carrier Bureau
Ms. Deena Shetler, Common Carrier Bureau
Ms. Susan Steiman, Office of the General Counsel
Ms. Dorothy Atwood, Office of Chairman Kennard
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1401 (Street. \\\
SUJle 1100
Washington. D.C. 20005
Phone 202 326-88~

Fax 202 408-4806

STAMP & RETURN

Ex Parte

RECEIVED

OCT 121999
FiD&RAl CIIllIMJIICAl1ON& CCIIM'"

Ms. Magalie R. Salas 1l'FICE1Fll4ESB:f'lE1'Mt

Secretary
Federal Communication Commission
Room TW-A325, The Portals
..+..+5 Twelfth Street
\\ ashlngton, D.C. 2055..+

Re In the Matter of MCI WorldCom Inc.'s Freedom of Information Act Request
and In the Matter of Bell AtlantIC's Freedom of Information Act Request,
CC Docket No, 99-11-:-, ASD File No. 99-22

In accordance with the CommiSSion's rules, please be advised that on October 8,
1qq~j. Greg Vogt and the underSigned, representing SBC Communications Inc. (SBC)
mr>! with Ms Linda Klnne\. Legal ,AdVISor to Commissioner Ness, to discuss the
~ rf',:,rlom ot Information Act Requests listed above, the disclosure of information
ilpln~ requested and the oPPOSition filed b\' SBC with the FCC on July 9, 1999 and
[11" ADpllcarlon for Revlev\ filed on .August 3, 1999:

-:;SC e\[Jressed concern In thiS meeting about the precedent the FCC might set if it
Cllu"e to release of detailed audit Intormatlon to the public, particularly any auditor
\\(H"papers. First ot all, the FCC has a longstanding policy of protecting the
(()llIIClentlalltv ot material" submitted b\ carriers In the course of audits. And, any
r p lh1"e 01 the audit workpdpers IS contr,Jr\' to auditing practices and standards.
De\ lations trom the Commissions poll(\ have only occurred rarely, and then only
1)\ making aggregate summan detail a\'ailable because of an overriding public
Illterest conSideration, Moreover, the dl<,closure of highly confidential vendor­
sueClllC Information including vendor contracts, pricing information and invoices, is
contrar\' to treatment afforded bv thiS Commission of such information and, is
Illappropriate, given the position concerning cost taken by the FCC in its audit
reports.



Regardless, the FCC has already released a plethora of information regarding the
CPR Audits, such that MCI should already have enough material to effectively
evaluate and make comments on Issue No.2 of the NOI. However, as noted in the
Application For Review filed on August 3, 1999 by the SSC LECs, if the Commission
believes that it is necessary to release additional materials, the SSC LECs contend
that this material should be restricted to Issue No.2 (including removal of the
materials related to the "undetailed" information), that specific cost should be
redacted and that they be allowed a brief period of time, such as 10 working davs,
to review the notebooks and other materials to be disclosed to assure that broad
disclosure .. in violation of the Protective Order does not occur.

An outline of the information discussed and the materials presented are attached.
An original and one copy of thIS letter are being submitted. Acknowledgement
and date of receipt of this transmittal are requested. A duplicate transmittal letter
IS attached for this purpose

Sincerely,

7~
f

Jeannie Frv
Director, Federal Regulator\'

~tlaChments

Cc Mr. Ken Moran, Chler ..~ccountln~ :,afeguards Division
,\1r~ndv Mulltz, Chief. Legal Branch, Accountin.g Safeguards Division
\K Lisa Zalna. Deput\' Chler. Common Carner Bureau
\1s. Deena Shetler, Common Carrier Bureau
,\1s. Susan Steiman. Office 01 the General Counsel
1\1s. Linda Kinne\'. Office of CommiSSioner Ness
,\1s Dorothv Atwood. Office of ChJlrman Kennard



..
Mel FOIA Request

Background

The Commission issued an NOI with respect to the conduct and significance of its
audit of continuing property records (CPRs) associated with central office equipment.

MCI filed a narrow FOIA request focused on Issue No.2 in the NOI. seeking access
to certain FCC auditor' s v.:orkpapers and carrier documents showing that equipment
existed.

This infonnation contains highly confidential equipment pricing and other
infonnation that is proprietary not only to SBC. but also to third party equipment
manufacturers,

The FCC staff ordered a broader release of audit materials to anyone who was
participating in this docket. subject to a protective order.

• The Commission should reverse this Bureau decision because it is not necessary to
respond to the NOI.

Sufficient infonnauon eXists. on the record. for comment: additional detailed·
infonnation contained In these records is not necessary. MCI stated that the only
reason it needed the material was fur purposes of commenting on Issue No.2 with
regard to the correctness of the audltor's scoring procedures. This rationale does not
require further detailed Informauon. such as vendor invoices.

SBC already offered to pro\ldc red:lcted infonnation. limited to Issue No.2. pursuant
to a' protective order that would gl\c the infonnation that MCI needs in order to
conduct the indicated e\'aluauon SSC began negotiations with MCl. but no
agreement was reached prior to the release of the Bureau ruling.

•

•

The !2rant of MC["<; request for sen<;ltl\e audit materials sets a dangerous precedent.

in the past. the FCC has only released summary audit data. if anything.

The FCC In the past has always carcfull: guarded individual company infonnation.
P:lnlcuJarly vendor speCifiC InfOml:llion. except where absolutely necessary.

It 1<; doubtful that the CommissIon' c, \:01 could be classified as a novel situation that
could limIt this precedent to the current proceeding: The Commission seeks public
comment on accounting Issues all the time.

The need for comment about thiS Issue is quicklv waning.

The joint IXClILEC proposal on access reform obviates any further need for federal
reVIew of SBC s CPR process,

-----_.__._--'------,---------



Audit Assertion F xislenre

-

Commission has released summary data in the
past when not commercially sensitive and
compelling pubic interest favors disclossure

---~ -~----_._--------------------,

Notes

• Although the FCC requested cost support

docurnentallon to determine whether the costs staled in
the Company's CPR were recorded accurately and in
accordance WIth the Commissions rules, it deferred any
decisions related to cost SWBT's report, for example,
states "For purposes of this report, we assume that the
original costs recorded on its CPR are correct" Thus, it
is inappropriate 10 provide specific cost data

• MCIWorldCom request is narrowly focused on ~

eXistence of those items scored as "not found" for
__ pupos.E:~ of ~ommenting on Issue No 2

• FCC Reports state that items were scored for

existence-e 9 , found, not found, partially found or
unveJifiable Public Noftce provided detailed description
of the methodology

• FCC Audit Reports also state that it defers all

decisions related to cost.

-~-- ---~~--- ----------

flureilu IplIpI SI;llps IIlill IrISJH'cIIOI1 IS illiowed only 10
IIIP exlpI1II1PCl"S<.ilIY 10 "Ilow pill ties 10 prl"p;lIe
e0I1I111l"l1ls W/ll"rFlIrf 10 Issul" tJo 2 I,owevpr, Ihe
f'lolpcllvP UrrfPI COl1llilr!Ir.ls tillS tlY allOWing full <leeess
10 allY ilnrf all aur!lt r!oUlrlll"lils ,Jrlr! <lurfll war II p<lpers
whelhpr Of Iwl ilssorl;llprf w/l1o! found Ilerns Ih<ll ille

Ihl" ol1ly sllhJPII of IsslIe No 2 f'loleelive Order <llso
adllliis Ihal IPS(Ollng procedures were descllbed in the
(JulJllc NO/Ice
Bureau C-Ie-~tt'-e-r--a-nd--:--=P:-"ro----:t-e-ct:-iv-e-O::::-rd-;"e-r-a7.lI-ow-s-:-fo-r---t--:-lf-=-,-;"in-sp""7i7""te-o-:':-=S::':B::-:C::-:':-"s-s7tr-e-n-u-o-us-07'b7'"je-c7.ti-o-ns-,----:t7'h-e-::F:-:C::-C~--~

unprecedented access to the detailed audit determines that raw audit data will be provided (contrary
workpapers and company raw audit data to the FCC's prior decisions), any disclosure should be

strictly limited to that which is pertinent to Issue NO.2
Also, summary information can be readily provided with
specific cost data redacted, Specific invoices, and similar
cost information, can be easily and readily redacted.

•
rr<;!Itr'IIVr> Irl IIlf' 1<;<;llf' of wl1rlllr'r or notllerns
PXIS!Pr! !lolh allLlw parties to review amI examine
;1ny <Inri ;111 r!or:urllentatlon, Including 1I1Ose related
to cost or speCifiC prices paid for equipment

• E3weau letter and protective order allows

for all Items to be prOVided, not Just Items scored
as 'not found' (which are the only ones pertinent
to Issue No (l

Supporting documentation

Narrative pxplalnatlons

• letters sent to Company wi results

• Workpapers showlJlg Item by Item scoring
supporting (11 1997 98 letters, (2) July 98
draft reports and (3) Dec 98 draft reports

---_._~----- -- .--- ----- ~_.- ----- - ----.
MClfWorldCorn requests !tllS to help address Issue
No 2 the valt(lIty and reason.1bleness In
deterrntntng whe!tler to rescorp or modify
[scoring) that equipment was nol fOllfld

•

•

-----_._~._-_._-_. ---- - --
MClfWorldCorn rOIA Request
~------- - -- -
Requests any rnalerl<lls !h;11 pxpl;1ln why 11"1115

were "nol found ;1r)(1 should tlP rpscnrr>r!
~()rnpany

Harm for disclosure is mitigated by protective order Protective Order apparently allows unlimited
access to auditors' notebooks without
distingUishing contents Protective Order does not
restrict access to any documents nor provide the
Companies a right of first review to ensure that
cost data or other documents unrelated to Issue
No 2 have not been inadvertently provided to
those parties which sign the Protective Order

Harm is not mitigated by the Protective Order
Companies could readily redact specific cost data In
addition, Companies should have the right of first review
to ensure that non-Issue No 2 documents and cost
support is not provided

'-- ---L- ~. __'_ ~~ ~. ~ _



Audit Assertion EXlslerlce

Does not mention' undelailerf

Does not mention or Justify any need In see co')!

--- - ----
On lis nWll Illltl<l!lve tile BIJlP<lII added
l/llde!;lilpr! 1I1vpslilleill 10 tile l11aterlell released

ptJlSIJ<lllllo f'rolPcllve Order wrtilout any
e xplilllZltlon

---_. - --- ----
f'rotprllve Older does notlllTlit access to cost
(bta

Undelailed should be removed from the body of the
Protective Order since this information is not relevant to
Issue No 2 and is clearly not within the,scope of MCI's

, request
Summary information can be readily provided with c6st
data redacted Cost data is not relevant to Issue No, 2
nor to the assertion of the "Existence of Items", which
was the basis for the audit___________~_,~ __'_ ...J



I. Executive Summa~'

I. The Audits Branch i examined the accounting records of the Southwestern Bell
Telephone Company ("SWBT")e related to central office equipment ("COE")' to determine
whether its reported investment in COE represents property used and useful in the provision of
telecommunications services. We compared descriptions of equipment in S\VBT's basic
property record5'to'iiS-Physical equipment to verify the existence of the equipment described in
the.rec~rds and 'recordedin the plant accounts. The basic property records we audited consist of

~ _...-..._._-------- . - ---
the carrier's continuing property records ("CPR") and records supplemental thereto.' The
Commission's rules require carriers to maintain updated descriptions and locations of each 01
their in-service plant assets so that the equipment may be readily spot-checked for proof of
physical existence 5 Accurate plant account balances are important because policymakers usc
them to evaluate. among other things. financial results. regulatedinonregulated cost allocations.
jUrisdictional separations allocations. deprecIation rates. initial prices. low-end earnings
adjustments and productivity factors for price cap companies. inputs for forward-looking cost
models for calculating universal service supp(irt. interconnection agreements. and accl.:ss charges.

2. We find that SWBT has not maintained its basic property records and CPR in a
manner consistent with the Commission's rule~. Our audit found deficiencies in SWBT's CPR
for COE Items relating to: (I) Hard-\\'ired EqLlJpment which consists of permanent equipment
requJrln~ complicated installatlon such as tekphone switches and circuit equipml.:nt and (2)

L ndetai ied Investment and linalloc:lted Other Costs. which entai I amounts of il1\·l.:stment that are
not readily associated with specific. IdentifiJhJe units of equipment. 'We consider these
defiCIenCIes to be substantive 111 that the camer's CPR contained inadequate or no asset

The Au~lts Branch is located In the Accounting Safeguards Division of the Common
Camer Bureau The Audits Branch IS responsible for. among other things. conducting field
audIt5- and Investigations of regulated carners. reponmg results of field audits and
Im·estl!.2JtlOns. asslStmg in the evaluation of fIndmgs: and recommending follow'-up action to

correct de(lclencles. mcluding changes and Improvements in carrier accounting and reponing
system" and other related procedures

Southwestern Bell Tekphone Compam IS a subsidiary of SBC Communications. Inc ..
and pr()\ldes local telephone sen'lce to customers m Arkansas. Kansas. Missouri. Oklahoma
anJ Te\a~ On April I. 1997. SBC CommunIcations completed its merger with Pacific
T~ksh. th~ holdmg company of PaCIfIc Bell ;tnd Nevada Bell. For the purposes of this report.
we WIll he referrmg to Southwestern Bell Telephone only

COE generally mcludes swItchmg and CIrcuit equipment recorded in Pan 32 accounts
2211 (:\nalog electronIC sWHchmgJ. 2212 (DI~llal electronic switching). 2215 (Electro­
mechanIcal sWltchmgl. 2220 (Operator systems), 2231 (Radio systems). and 2232 (Circuit
equIpment I .+7 c.F,R. §§ 32.2211.32.2212.32.2215,32.2220.32.2231. 32.2232.

SI.'I.'.+7 c.F.R. § 32.2000(e)(3J

.+7 c.F.R ~ 32.2000(f)(5 ,



Additional Classifications of Evidence Some audirors .identify addItIOnal
subdivisIons of audIt evidence beyond the elements of the audit equation of
underlying accounlJng data and corroborating mformation. For example. eVIdence
mIght be classified as to whether It IS internal or external to the company or devel­
oped by the audItor. Also. eVIdence mIght be classified as physIcal. documemar:.
oral. vIsual. or mathematIcal These distinctions are not critical as long as the
audiror recognizes the dIfference between audit procedures and audit eVIdence
usually one IS clear when the other IS specified. For example. documentar:' eVI­
dence IS obtamed by inspectIon. tracmg. and vouching: physical exammalJon
obVIOusly produces phySical eVIdence. However. the auditor cannot Jose Sight
of the fact that eVIdence I, nor produced merely by applymg procedure:, I~ I,

essenllal to obtam and evaluate enou!!:h vahd and relevant eVldenllaJ malle; The
cnaractenstlc~ of relevan::e and valldll\' as the\' relate to substantlatln£ assertIOn"
In financIal statement:, are olscussed l~ the ne~t section. -

·'Assentons."· accordInf: to SAS :\0 31 (AC 326.03). "are representatIOns b~

management that are embodIed In fmancial statements'" In effect. by presenllnf
fmanclal statements. management IS stating. either explicitly or Implicitly. certam
things about the compan\ .5 finanCial poslllOn and operations.

The broad categone:, or assertIOns and a brief explanalJon of each follows

~ :-. EnSTence or OCC/irre"Ice Repo, ned assets and habilitJes actually e:ust at thel
-~ I balance sheer d;He. Jnc trJnSJctlons reported in the income statement actuall~

occurred dunnf the penoe C0\ erec . ---
• CompleTeness-\l: transactIOn:, Jnd accounts that should be mcluded m [he

fInJnclJI sta[emenh JJ~ inC I ucec. or there are no undIsclosed assets, lIabiJ Itles.
or transactions

• R/?hTS and Obilf?GllOn,< The campanv owns and has clear title to the assets.
me liabilities Jre ODII~Jtlon, ot tne comp;lny. and the company was actually J
pJr1~ [0 repone.::: :rJn'JC:ll,n,

• ~aillallon (l.r AiioCGllo!' The Js~ers and habilitles are valued properly. and
:~~ re\enue~ Jnc e\['er.,e, Jr~ meJ,u:-ec properly,

• PreSfI1lQUuI: Qne D!5CIOSUre Tht.' Jssets. lIabilitIes. revenues. and expenses
J:-e DroDerh ce,crlDec Jnc CIS':losec In the financial statements,

Tne Judllor ne~d, 10 Ob:Jln e\ICentlJI mJller [hat supports each of the assenlons
:or e\ en mJrenJi COr.1DOnen: of the fInJncIJI statements. A component of the
qJremenr, mJ\ be In Jccoun: bJIJnce lor group of account balances I or a class of
::-JnSJC[IOn, Jnc :r.e "rOJC CJle~One, of JssenlOns encompass both transactIons
In-: DJ IJnce,

Dt'Hloping AudJ! OOJt.'cti\ t's The categones of assemons proVide J frJme-1
"0"\ lor ce \e IPPlr.,; 5";;;; ,. - JIIC1' nr 'e"!l \e~ An audllor develops specIfIC audH J

-->,rleCII\ e, far eJC~ :T.J:erlJ: J.:caun: bJJJnCe or cbss of transactions. An audli
"Dle.:rl\'e IS In J~'er1:("\r. trJn~IJleC Into terms that are specific to the pamcuJar

D.R. Cannichael and John J. Willingham
Auditing Concepts and Methods:
A Guide to Current Auditing Theon' & Practice.
Fifth. Edition 1989, pp. 80-81



balance or class. the emny's cIrcumstances. the nature of its econorr:
and the accounting practIces of ItS industry.

As an example of the development of specific audil objectives for
balance of inventory of a manufactunng company. consider the follol
of assertions and obJeclJves adapted from SAS ~o. 31:

____~,.... EXistence or occurrence

Completeness

ValJat:on or aIICcatlC~.

Inventones Inclueed In tne ealance sneet pnySlcally .....---­
eXls~

Invel'1lones represent lIems neld for sale In tne
normal course of euslness.

Inventory Quantities include all prOducts. malenals,
ano supplies on nane.

inventory Quantities include all proeucls. materialS
ane supplies owned by rne company tnat are In

:ranSII or stored at outside locations.
Inven:ory IIslings are accurately compiled and .Ine

:o:als are properly Inclueed In tnB Inventory accounts
i.ne company nas legal IItle or SImilar ngnts of

ownersn,p to InB InventOries. Inventories excluce
Ile~s billed to cuslomers or owned by Olners.

inver.:ones are properly Slated al cest (except.
wner. marKellS lower). .

Slow,movlng. excess. eefectlve. and oesolete Items
1.'1::;;oeo In Inventones are properly Idenlifred
an::l valueo.

l'1ve~::"es are reduced. wnen apprepnate. to rePlace·
men: cost or net reallzaele value.

InventOries are properly classified In Ine balance
s~ee: as current assets.

7"e ~a,':::: categories of InventOries and tne" bases
C' va.JalIOr. are aoeQuately disclosed In tne
·,nan:.a: Slale.mems.

7"e ':::'e:ge C' assignment of matenal inventories IS
a:::::::rlalelv Clsc:osed.

After the auditor h3; de\eicpec sre:liJ: audit oDJectlves for a panicular account
23.3r.:e or :bs; 0: :r3nSJ:rJOr.s. ::;e r.ext step IS to select audit procedures to

Selecting Audi! Procedure5 T.,e se iectlon of panicular procedures t~ achieve
s:'e :::-1: audn OC,le::: \ e, IS mii uer.:ec by tne follOWIng considerations:

• The narure ar.: :::J:e~J:;:\ 0;' Ine par11cular component of the finanCial
S:3remenrs (account DJ;J;;::: or class 0:' transaclJons)

• Tne narure of L,:e audIt oD.:e:tI\ e to be achIeved
• The assessee lele! 0;' :o;;~O: ns~:

D.R. Carmichael and John .J. Willingham
Auditing Concepts and Methods:
A Guide to Current Auditim! Theon' & Practice.
Fifth. Edition 1989. pp. 80-81 . -

.._..-_.._...... -...._----------------
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Accounting Safeguards Division

DECEMBER 22. 1998

Audit of the Continuing Property Records of
Southwestern Bell Telephone Company

As of June 30, 1997
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I

descriptions. inaccurate quantities. missing and inaccurate location descriptions--errors that
clearly \'iolate the requirements specified in the Conunission's rules for maintaining prop'ert}'
records," SWBTs recordkeepmg deficiencies raise questions about the integrity of its propeny
records and the plant investment balances recorded in its COE accounts.

3. Specifically. in our audit of a random sample of 1.080 line-items' from
SWBT's CPR for Hard-wired Equipment. we found that 21.8 percent of the records that we
sarnpl~d contained substantive deficiencies and did not comply with the Commission's rules, Of
these deficient records. 8.8 percent described equipment that could not be found by the auditors
or by company representatives ("not found" equipment). The remaining 13.0 percent could not
be verified with cenainry because the equipment shown to the auditors could not be matched to
the record in some imponant respect such as location or description. Based on these findings. we
estimate that SWBT's investment related to Hard-wired Equipment is overstated by
approximately $221.7 million ThiS estimate. however. does not take into consideration the
amount of equipment in the 13.0 percent of sampled records that could not be verified
defimti\'ely.

4. In addition to finding errors m SWBTs CPR for Hard-wired Equipment. we
found that a significant number of line-items In SWBTs CPR contain the notation "Undetailed
Investment" or "Unallocated Other Costs" These items had no description of either the ..
eqUIpment or its locatIOn. In apparent \'lOlaliOn of the Conunission's rules. We found 46.900
such lIne-items representing 59:3.8 millIon In Lindetailed Investment. SWBT has not shown any
specifIc phySIcal plant or pro\lded suffiCIent or convincing cost suppon data relating tD any of
the lIne-Items for Undetailed Investment \\e also found more than 66.800 line-items
representing 5 15i4 million In L nallocated Other Costs. We are deferring final determination on
the amounts assOCIated with Lnalloc:ned Other Costs until we receive sufficient documentation
I;om tne company explaining Inc nature 01 tnese costs.

"' The Audits Branch pro\lded ItS results to SWBT and requested SWBT to
correC: :.md explain an:' deCISIon It belle\ed \\3S made in error. Funher. we sent a draft audit
repon w S WBT with a request for comment on factual errors or omissions. After reviewing
S \\'B r ~ responses. we made approprIate adJustments as warranted and provided a revised repon

, E ,L' . Section 32.2000(1')(5 J speclflcall: states that "[t]here shall be ~hown in the
contInUIng property record or In the record supplements thereof. a complete description of the
properr: record units m such detaIl a" to IdentIty such units, The description shall include the
Idenrlfl~atlOn of the work order under which constructed. the year of installation ... specific
local/on of the propeny v.'ithm each accounlln~ area in such a manner that it can be readily
spot-checked for proof of phySical eXistence " (emphasis added).

A "lme-Item" or record In the CPR provides information necessary to identify the
location. quantity. vintage. accounr code. and dollar investment for specific equipment.

...,



We traveled to each location specified in the sampled CPR. and detennined. through a physical
inspection. whether the equipment was installed and whether the CPR description. location. and
quantity were accurate and complete. We also requested cost suppon docwnentation to __

~/ determine whether the costs stated in SWBT's CPR were recorded accurately and in accordance .-/
'-., with the Commission's rules. These efforts and results are discussed in the following paragraphs.

A. Verification Process.

18. In order to verify the existence of equipment listed on the CPR. we selected
30 different central office locatIOns. Pnor to \'isiting the selected offices. we notified SWBT and
requested the assistance of technical staff familiar with the CDE in these offices. Generally.
three or more company employees accompanIed us during the verification process. Upon arrival
at the central office location each mornmg. the selected sample was presented to SWBT's
technical staff. With SWBT's techmcal staff. we then jointly attempted to locate the sampled
equipment. When the equipment was not. found in the location specified in the CPR or when the
CPR did not contain a specific equipment ·location. we provided company personnel an
opportunity to locate the equIpment elsewhere within the office. In the course of this process. we
were often taken to other locatIons In the office and shown items on different frames than those
lIsted In the CPR. Items were conSIdered not found only when the sampled equipment could not
he located annvhere in the central office

B. Records Examined

19. A sample of 1.080 record:;; \\'as randomly selected28 for audit from SWBT's
Hard-\\ Ired Equipment items lIsted on S\\"BT'o CPR for its COE. The 1.080 line-items consisted
of ~o randomly-selected items from each of the 30 selected central office locations we visited.
\\Ith assIstance from SWBT personnel as deSCribed above. we attempted to verify the existence
l)! th:.: property recorded In the 1.080 line-item:; \\e encountered numerous problems in our
atl~:T1["1t' 10 \'erify the sample These problems were sometimes the result of deficiencies in the
r:':c(1rd~. such as a lack of specJllclty as to locallon. description. or quantity. and sometimes the
resul: \)1 dIscrepancIes between the record and the equIpment we were shown. Of the 1.080 line­
It:.:ms. =~:- lint-items (~1.8 percent of the sampled Items) were found to be seriously deficient in
t11a', \, L' \\ ere ShCl\\l1 n0 equlpmen:. were shC)\\J1 equIpment of less quantity than the records
IndlC:JlcG. or \\ere ShOV.l1 equlnment that we could not verify with cenainty due to discrepancies
he!\\ e'er. the record and the equIpment shown Although less serious. we also encountered
prohkm, \\Ith some of the other l-:~:- line-items that we marked as found. In some instances
ther~' \\t:r:.: mIsleading or inconsistent floor IndlcatJOns in these records. In other instances.
ueSCrIpliOnS of the Items were Incomplete Th,.: problems encountered in the verification process
;,ue discussed In greater detail In .-\ppendl\ C

C' The stallstlcal samplmg plan tor randomly selecting the 1.080 line-items is discussed in
detaIl In AppendIX B. The 1.080 line-items were selected from 30 SWBT offices as
representatIve of the enure SWBT operating area covering the states of Arkansas. Kansas.
MlSSOUrl. Oklahoma. and Texas (See Appendix B for an overview of the statistical sampling
plan and audit sample selectIOn process.)
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E. Examination of Cost Support Documents.

24. The USDA requires that the CPR include the original cost of all property
record unitS. 35 Further. the rules require that "[a]I1 drawings, computations. and other detailed
records which suppon quantities and costs or estimated costs shaH be retained as pan of or in
suppon of the continuing property record."}O To confirm that SWBT's practices. procedures. and
controls are effective in ensuring that accurate costs and quantities are recorded in the CPR. we
requested the supponing inVOices. work orders. and other construction documentation for the
material and in-place costs. ,-

~5. In a lener dated September 19. 1997. we requested cost documentation for
1.080 audited sample line-items to be provided by October 3. 1997.38 SWBT responded that it
would be unduly burdensome for them to provide this cost documentation by the date requested.
On January 6. 1998. we submlUed a cost suppon request based on a sample of 50 randomly

selected Hard-wired Equipment COE line-items. We requested data for this sample so that we
could detennine whether cost suppon for all the data specified in the September 19. 1997
request would be necessary' \\"hile 5\\'BT has provided some cost documentation for the 50

the [otal mlssmg Hard-Wired EqUipment cost to lie between $1053 million and $338.1 million.
WIth the most likely value for thiS cost centered around our best estimate of $221.7 million.
(Sl.:e pages 12 through 14 of AppendIx Bl

·f:' C.F.R. § 32.2000(f)( 2)( iii)

;. r C.F.R § 32.2000if)(81

The In-place cost mcludes the matenal cost of the equipment as well as the cost to install
and put the equipment into servIce

.. Letter from Joseph ParelII. FCC. to B Jeannie Fry, SWBT, dated September 19, 1997.

Because the carner stated that complying with our document requests within the given
deJdllnt' would be onerous. we modIfied the request to include documentation of a random
selection of only 50 hard-WIred Ime- Item-lIslJngs. Letter from Kenneth Ackerman. FCC, to

B Jeannie Fry. SWBT. dated January 6. 1998. In correspondence dated January 20,1998.
SWBT said It would provide some of the cost suppon by our deadline and would give us an
estimated completion date for the remainder of the Hard-wired Equipment line-items on that
date On February 6. 1998. SWBT told us the remaining cost support would be provided fully
h: AprIl 15. 1998 On August 6. 1998. SWBT gave us cost support for six remaining items,

.*- After thls daG:! IS reviewed. we will detennme if cost support for additional hard-wired line-
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hard-wired line-items. we do not find that the documentation provided to date is adequate to
support fully the in-place cost recorded for these assets.

26. In summary. we have requested data from SWBT to verify the orieinal ):
of the ro em record units liste on ItS CPR. SWBT. however. has not provided sufficient
documentation for us to mea determination that these costs were recorded accurately. We.
therefore. have decided to suspend judgment tern orarilv on the accuracy of the original COSts
recorded on SWBT's CPR. For the purpose of this repon. we assume e onginal costs recorded
on its CPR are correct. At some later date. we will investigate these costs and determine their
validity. After we receive and analyze the cost suppon. we intend to issue a separate report on
the maner of cost support.

Y. Results for Unspecified Items

27. S\VBT's CPR for its COE consists of a total of 592.000 records. Of this total.
we found a large number of SWBT's CPR records contained neither equipment descriptions nor
location descriptions. In its CPR. S\\'BT refers to many of these items as Undetailed Investment
(-+6.90U records) or Unallocated Other Costs (66.800 records) .. Because there were· no t:;quipment
or locatIon descnptions in these records. we were unable to locate physically the assets relating
to these records

A. Lndetailed Investment

28. We identified approximately 46.900 records representing $923.8 million4o of
LndetJ.iled Investment. SWB1 stated that these records represent costs associated with assets
thJ.! 10; some reason it did not detail In ItS CPR The explanation that SWBT offered for these
rccmoc; IS that the malonty represent In\'estment Installed prior to the implementation of SWBT's
u(:t:.lJkJ rroreny recordkeepmg system m 198:;

Hem, I' necessary.

Suhsequent to the audl[ fIeldwork.. In J lener dated December 16, 1998, SWBT claimed
l(l h:m:' reduced ItS Undelailed Investment to 5207.3 millions as of November 30. 1998, by
rClIrement." or hy detailIng eqUIpment nOI prevIously detailed on its CPR. Because the carrier
WJc; not able to show us any of thiS eqUIpment during the audit and because the carrier's
suhseyuent claim to reduce the UndetaiJed Investment balance was not accompanied by
documentation. we are unable to evaluate thl~ claim. To do so. a detailed examination of the
carner c; workpapers and accountIng entries IS required. Further, SInce the claIm relates to lie
perIod arter our on-site work. certaIn follow up verifIcatIon procedures are necessary to adjust
the audIted Undetailed Investment Balance reflected on the CPR.
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B. Unallocated Other Costs

31. SWBT's CPR contains another type of entry with no equipment description or
frame designation. called "Unallocated Other Costs." We found more than 66.800 such entries
representing $157.4 million in investment. According to SWBT, Unallocated Other Costs
represent hard-wired related costs that cannot be allocated initially to specific items of

J.- equipment.46 We have requested information from SWBT to verify the validity of these entries.~"

~__-:A:-=,ft~e.:....r_\\....:'e....:r:..;e;.:;:c~e~iv..;e~an~d;;..;..re....:v7-i::e\\:-·;..:S;...\\.;.-;::!B:;..T;;..'.;;;.s....;;c....;;o..:;.st;;..d:.o;;;.;c:;.;:u:;;:m=en:.:;ta=ti;,;;o,;:n::,.. ..;,;w;.;:e;..:i::.;n;.::.;te;:n:.;;d:;..t.:.;:o:....;l::·s::.su=e::..::a..:furt~::..:h:.;:e.:..r .:.re::.lp:.:o:.:n..:....:o.::n~_
the matter of Unallocated Other Costs.

VI. Duration and Extent of the Problem

32. We have found numerous' substantive deficiencies in SWBT's CPR. We first
became aware of the nature and scope of this problem during our 1994 audit ofSWBT's CPR.
That audit demonstrated that the problems were so pronounced and prevalent as to make it highly
unlikely that the errors had developed In a relatIvely shon period of time.

33. Our current audit findings make it even clearer that SWBT's CPR problems
are longstanding. Based on our current audl! we estimate. as detailed in Appendix B. that over
:: 15 AO(l records. or more than 36 percent of the records within the scope of this audit. are
inaccurate or deficient in some Important respect~' It is unlikely that such a large number of

';0 ThIS characterization of l;nallocated Other Costs is found in an attachment to a letter
dated OClOber 3. 1997 from B Jeanme Fr:-. SWBT to Kenneth Ackerman. FCC.

C A, WIth the Undetailed Investment. the auditors also requested that SWBT provide cost
SUppUrl tor the Unallocated Other Costs dUrIng our August field work and in a letter dated
Septemher 9. 1997. SWBT dId not prOVIde the requested cost-suppon documentation and
assened that It would be difficult to meet the requested deadlines. In order to allow SWBT to
prIOrllIZe ItS resources in provldmg the cost-support documentation. in the January 6, 1998
lener Il' SWBT. the auditors requested that SWBT provide a schedule of dates by when it could
pr0\'lu::: the cost suppon documentation for the sample of Unallocated Other Costs. SWBT
responaeJ that It would prOVIde the cost support for Unallocated Other Costs by JU'ne 4, 1998.
Lenei trom B. Jeanme Fry. SWBT. to Kenneth Ackennan. dated January 20, 1998. To date,

we dc) no! have suffiCient documentation [() de[enmne the nature of the costs described in
SWBT 5 CPR as unallocated Other Costs

J> The scope of the audit Included approxImately 592.000 records, of which 478,300
record'. represented Hard-Wired Equlpmem. 46.900 records reflected Undetailed Investment.
and 66.800 records represemed Unallocated Other Costs. Of these records, we estimate based
upon our statIStical sample that about 215.400 were inadequate or contained serious errors,

16



of SWBT's records. The current audit demonstrates that substantive problems of the same nature
as those discovered in 1994 still persist.

37. The inability of the company to demonstrate the existence of such a high
percentage of the equipment contained in its n;cords raises significant questions about the
valuation of SWBT's plant accounts, At its' worst. failure to provide sufficient and convincing
documentation for the acquisition of the assets in question and for their placement into regulated
accounts raises doubts about whether policymakers can rely on these records.

38. We believe corrective action concerning the accounting treatment of the
overstated amounts is necessary to address the deficiencies found in our audit. We believe that
the amounts associated with Hard-wired EqUipment that was not found ($221.7) and Undetailed
Investment that could not be substantiated ($923.8 million) should be written-off SWBT's plant
accounts,

39, In addition. we believe further corrective action involving a complete
mventory and audit of SV/BT's CPR. practices. procedures. and controls are necessary to bring
S\\"BT mto compliance with the CommiSSIOn's rules. A carrier's CPR consists of a large nwnber
of mdl\ldualline-items. each of whIch represents one or more specific items of equipment. The
onh \\a: to ensure a CPR line-Item is correct IS to examine the corresponding equipment items,
Th~ oni: way to validate all of the lme-Items m a CPR is to conduct an inventory of the entire
CPR The current audit findmgs demonstrate that SWBT's CPR for its COE has serious and
numerous deficiencies, Because ItS CPR contaInS thousands of records that are apparently not
associated wlth plant used and useful m the prcnision of telecommunications service.50 we
cunclude that the only practlcal way to resoh'e all of these deficiencies is for SWBT to engage an
Inder~ndent fmn to perform an In\'entol\ of IlS enttre CaE and provide the results to the
( pmmlsslon' In addition. 5\\'BT should ent:age an independent firm to review its practices.
nroceJures, and controls for maIntaInIng ItS CPR and to make recommendations for improving
!hes~ <;\ stems so that S\VBT's CPR and plant halances can be maintained in compliance with the
CommiSSions rules

4(J FInally. we Identlfied an additlonal $157.4 million of Unallocated Other
los", 1m estment tor whIch the camer Jpparentl: has not kept sufficient records. These records

\\e eSllmate that 101.700 lme-llems lur Hard-wired Equipment are inaccurate. In
Jddiliun. 46.900 flOe-itemS ref1ect Undetailed Investment and another 66,800 records reflect
lnall()~Jted Other Costs,

Audll by an mdependent firm will also be an effective means of follOWing up on and
confirmmg SWBT's reduction of SWBT's L;ndetailed Investment subsequent to our on-site
audJ! worl\ as dIscussed supra lo fn 39
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contain !to asset descriptions and no specific locations. We have serious concerns about the
proper accounting treatment of much of this cost. including whether these line-items should
remain on the carrier's CPR and lant account ba c ill considerin this issue.

owever. and will make a decision upon further review of the carrier's documentation for this
type of investment.

VIII. Recommendations

41. We recommend the following actions:

42. SWBT should ~Tite off $ l.l 45.5 million from its central office equipment to
remove the estimated cost of its missing Hard-wired Equipment ($221.7 million) and Undetailed
Investment ($923.8 million) from its central office equipment accounts.

. .
43. The accounting recommendation in Paragraph 42 above requires SWBT to

\\TIte off an amount based on statIstical inferences drawn from the current audit. In order to
correct ItS CPR. SWBT should be requIred to engage an independent finn to perfonn an
Inventory of its CPR and provide the results to the Commission. We recommend that the.
CommIssion analyze the results of this mventory and direct SWBT to make all entries necessary
to correct further its CPR and account balances

44 In order to Improve the lIkelihood that its CPR will be maintained correctly in
the future. S\\13T should be requIred to engage' an mdependent auditor to review SWBT's
rraClIces. procedures. and controls for maIntaining CPR and to make recommendations for
lmpro\lnt" these systems so that SWBT's CPR and plant balances can be maintained in
comoil3.nce with the CommiSSIOn's rules Based on the audit. SWBT should develop and submit
t(l tnt: CommISSIon for approval a plan 01 correetlve action for maintenance of its CPR. At a
minImum. the scope of the independent audl! should include a review of: (1) the existing
I ntem3.] controls related to prevention. detection. and correction of errors on a timely basis; (2)

eXlstIn~ 3.utomated systems that ser.'e to eltmll1ate or reduce the potential for errors and that
rro\ld:.: 3.n 3.ppropnate audl! trail lor verificatIOn of the CPR: and (3) the controls and processes
neceSS:.lf\ 1\) comply WIth the CommIssion's rules pertaining to the CPR.
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